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Accounting Research 
BULLET INS 
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Procedure, American Institute of Accountants, 
13 East 41st Street, New York, N. Y. 
Copyright 1942 by American Institute of Accountants 
January, 1942 N o . 1 4 
Accounting for 
United States Treasury 
Tax Notes 
THis BULLETIN deals with the reporting of United States Treasury Tax Notes in the balance sheet of the purchaser. 
SUMMARY STATEMENT 
(1) The usual procedure of showing the notes in the current 
asset section of the balance sheet is obviously proper, and especially 
should they be so shown if, at the date of the balance sheet, or at 
the date of the report of the independent auditor, there is evidence 
of intent to use the notes for other purposes or if such presentation 
is required under accounting definitions of applicable bond in-
dentures or preferred stock agreements. 
(2) Since the tax notes were presumably purchased with the 
intent that they be used for the payment of federal income and 
excess profits taxes, it is also good accounting practice that they 
be shown as a deduction from the accrued liability for such taxes 
in the current liability section of the balance sheet. The full amount 
of the accrued liability should be shown, and the tax notes should 
be deducted therefrom in an amount equal to their tax payment 
value at the balance-sheet date. 
D I S C U S S I O N 
United States Treasury Tax Notes, Tax Series A-1943 and B-1943, 
have been authorized and issued under a "Tax Savings Plan" for 
the stated purpose of making it easier for taxpayers to meet the in-
creasing taxes required by the National Defense Program. Tax-
payers may purchase the notes while income is accruing for use as a 
medium of payment of the income and excess profits taxes subse-
quently falling due. The notes are issued in the name of the pur-
chaser; they cannot be transferred or used as collateral. They may 
be redeemed at the purchase price on or before maturity; no advance 
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notice of redemption is required as to Series A while Series B may be 
redeemed sixty days after date of issue on thirty days' notice. After 
three months from date of issue, but not before January 1, 1942, the 
notes may be surrendered by the purchaser to a collector of internal 
revenue in payment of current or back federal income and excess 
profits taxes. The tax-payment value increases, beginning January 1, 
1942, from month to month to maturity. 
The plan under which the notes are issued is designated by the 
United States Treasury Department as a "Tax Savings Plan"; the 
purchase of such notes is, as a practical matter, a temporary invest-
ment, at a low yield, in securities which are designed to be used as 
tax-paying media. It is clearly proper that they be treated like any 
other temporary investments and that as such they be shown in the 
current asset section of the balance sheet. 
In making the purchase it is obviously the intention of the pur-
chaser to use the notes to pay the taxes since he receives no interest 
or other advantage unless the notes are so used; some purchasers will 
doubtless view the transaction as being, to all intents and purposes, 
an advance payment of the tax. On the basis of this practical aspect 
of the situation, and in the absence of evidence of a contrary intent, 
or requirements under applicable bond indentures or preferred stock 
agreements, it is permissible, and in accordance with good account-
ing practice, that the notes be shown in the current liability section 
of the balance sheet (to the extent of the accrued liability for such 
taxes) as a deduction therefrom. The full amount of the accrued lia-
bility should be shown with a deduction for the tax payment value 
of the notes at the date of the balance sheet. 
Having purchased the notes for the purpose of discharging his tax 
liability, it is possible that the purchaser may, as a result of changed 
circumstances, decide to use the notes for other purposes. In this 
situation, i.e., if at the date of the balance sheet or at the date of the 
independent auditor's report, there is evidence that the original in-
tent has been changed, the notes should be shown in the current 
asset section of the balance sheet. In addition, the notes should be so 
shown if required under applicable bond indentures or preferred 
stock agreements. 
It is a general rule of accounting that the offsetting of assets against 
liabilities in the balance sheet is improper and it is recognized that 
the purchase of the tax notes is not, technically, a payment or dis-
charge of the tax liability. It is not intended that the permissible ac-
counting procedure of showing the notes as a deduction from the tax 
liability is to be interpreted as in any way relaxing or modifying the 
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general rule against offsetting. However, if accounting is to be of 
maximum usefulness in the conduct of business, recognition must be 
given to the practical aspect of the situation. On this basis the pur-
chase of the notes may be treated as in substance a prepayment of the 
tax. The deduction from the tax liability is permissible because of the 
peculiar circumstances attendant upon the purchase of the notes, and 
is not to be construed as warranting offset accounting in other situa-
tions. 
So long as it is the intent of the purchaser to use the notes in pay-
ment of the tax they should be shown at their tax-payment value. 
The increment should be reflected as interest in the income state-
ment but it is not intended that this recommendation be interpreted 
as in any way relaxing or modifying the general rule against recogni-
tion of income based on mere intent. Ordinarily this increment would 
be relatively immaterial so that the purchaser may defer recognizing 
it as income until the notes are applied in payment of taxes due. 
Where there is evidence of changed intent they should be stated at 
the purchase price, i.e., the surrender value. 
The statement entitled "Accounting for United 
States Treasury Tax Notes" was adopted by the 
assenting votes of eighteen members of the com-
mittee. One member, Mr. Paton, assented with quali-
fication. One member, Mr. Winter, dissented. One 
member did not vote. 
Mr. Paton qualifies his assent with the opinion that the bulletin 
should state definitely that the inclusion in assets is the preferred prac-
tice and that treatment as offset to accrued tax liability is permissible 
only where there is clearly no danger of resulting misunderstand-
ing with respect to financial position. 
Mr. Winter dissents on the ground that he finds nothing in the present 
problem to warrant a departure from the generally accepted rule of 
accounting that the offsetting of assets against liabilities in the balance 
sheet is improper. 
NOTES 
7. Accounting Research Bulletins represent the considered opinion 
of at least two-thirds of the members of the committee on accounting 
procedure, reached on a formal vote after examination of the subject 
matter by the committee and the research department. Except in cases 
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in which formal adoption by the Institute membership has been asked 
and secured, the authority of the bulletins rests upon the general accept-
ability of opinions so reached. (See Report of Committee on Accounting 
Procedure to Council, dated September 18, 1939.) 
2. Recommendations of the committee are not intended to be retro-
active, nor applicable to immaterial items. (See Bulletin No. 1, page 3.) 
3. It is recognized also that any general rules may be subject to ex-
ception; it is felt, however, that the burden of justifying departure from 
accepted procedures must be assumed by those who adopt other treat-
ment. (See Bulletin No. 1, page 3.) 
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